PROPERTY TAX APPEAL BOARD S DECI SI ON

APPELLANT: KRC Mundel ein 874, Inc.
DOCKET NO.: 04-00372.001-C 1 and 05-00718.001-C 3
PARCEL NO.: 11-31-403-002

The parties of record before the Property Tax Appeal Board are
KRC Mundelein 874, Inc., the appellant, by attorney Robert M
Sarnoff of Sarnoff & Baccash, in Chicago; the Lake County Board
of Review by Assistant State's Attorney Karen Fox; and
intervenors School Dist. No. 120 and School Dist. No. 76, by
attorney Alan M Millins of Scariano, Hnmes & Petrarca, in
Chi cago Hei ght s.

The subject property consists of a 325,829 square foot parcel
inmproved with a 19 year-old, one-story masonry retail building
with an auto repair facility that contains 89,692 square feet of
buil ding area. The majority of the building (87,547 square feet)
is currently | eased by Burlington Coat Factory, with 2,145 square
feet leased by Car-X, an auto repair business. The subj ect
property is located in Mindelein, Libertyville Township, Lake
County, Illinois.

Through its attorney, the appellant appeared before the Property
Tax Appeal Board claimng the subject's market value was not
accurately reflected in its assessnent. At the hearing, the
Property Tax Appeal Board consolidated the appellant's appeals
under Docket Nos. 04-00372.001-C-1 and 05-00718.001-C- 3, as the
evi dence submitted by the parties was the sane for both appeals.
In support of the overvaluation argunent, the appellant submtted
an appraisal of the subject property wth an effective date of
January 1, 2004. Wile two appraisers prepared the report, one
of them was present at the hearing to provide testinony and be
Cr oss- exam ned, and testified that al | three traditional
approaches in estimating a value for the subject of $3,550, 000.

Under the cost approach, the appraisers exam ned four |and sales
to determne a value for the subject site. The conparabl es range

(Conti nued on Next Page)

Based on the facts and exhibits presented, the Property Tax
Appeal Board hereby finds a reduction in the assessnment of the
property as established by the Lake County Board of Review is
warranted. The correct assessed valuation of the property is:

DOCKET NO. PROPERTY NO LAND | MPR. TOTAL
04- 00372. 001-CG 1 11-31- 403-002 $665, 373  $510,032  $1, 175, 405
05- 00718. 002-CG 3 11-31- 403-002 $665, 373  $510,032  $1, 175, 405

Subject only to the State nultiplier as applicable.

PTAB/ MRT/ 1/ 15/ 08
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in size from 129,809 to 386,377 square feet of |land area and sold
between April 2001 and Decenber 2004 for prices ranging from
$2.71 to $9.24 per square foot of land area. The conpar abl es
were adjusted for property rights conveyed, financing, conditions
of sale, market conditions, size, zoning, location and street
front age. Based on this analysis, the appraisers estimated the
value of the subject site, if vacant, at $6.25 per square foot,
or $2, 035, 000, rounded.

In valuing the subject inprovenents, the appraisers used the
Marshal | and Swift Conputerized Cost Estimate Programto generate
a replacenment cost for a Cdass C, D scount Wirehouse Store
Building of $3,042, 353. In calculating depreciation, the
apprai sers used the age-life nethod. The subject was determ ned
to have an economc |life of 45 years, an actual age of 19 years
and an effective age of 25 years, resulting in a remaining
economc life of 20 years. The appraisers estimted physica
deterioration of the inprovenents was 40% and that functional
obsol escence of 10% was warranted to account for super-adequate
retail space which cannot be easily subdivided. The building' s
repl acement cost of $3,042,353 was then depreciated by 50%
resulting in a depreciated value of the building of $1,521, 176.
To this figure, the appraisers added depreciated site
i nprovenents of $100,000 and the site value of $2,035,000 to
arrive at a value for the subject by the cost approach of
$3, 655, 000.

Under the income approach, the appraisers examned four
conparable rental properties located in the subject's general
nei ghbor hood. The conparables contain from 20,000 to 117, 367
square feet of building area and are | eased at $6.00 or $8. 00 per

square foot. The appraisers noted 87,547 square feet of the
subj ect inprovenents are |eased by Burlington Coat Factory at
$5.50 per square foot. The remaining 2,145 square feet are

| eased by Car-X at $15.79 per square foot. The appraisers used
the Burlington Coat Factory |ease rate of $5.50 per square foot
for the entire facility in their income approach, since the Car-X
portion of the building is such a small area conpared to the
portion used by Burlington.

In considering vacancy and collection |oss, the appraisers noted
that the subject had originally been a Venture store, but was
acquired by the appellant in 1998 when Venture went bankrupt.
The subject was then leased to K-Mart, which also filed for
bankruptcy and vacated its | ease. The appraiser contended in his
testinony that older "big box" stores l|like the subject are
increasingly harder to |lease and that because of the subject's
hi story, a vacancy and collection loss rate of 20% is justified.
Using the total building area of 89,692 square feet and a rental
rate of $5.50, the appraisers determ ned the subject's potential

2 of 18



DOCKET NO.: 04-00372.001-C-1 and 05-00718.001-C-3

gross inconme to be $493,306, less the 20% vacancy and col |l ection
loss of $98,661, resulting in an effective gross inconme of
$394, 645. The appraiser then deducted 10% or $39,465 of the
effective gross incone for expenses, |eaving net operating incone
of $355, 180.

The appraiser utilized the band of investnent technique to derive
a capitalization rate. He determ ned a 70% nortgage for 25 years
at 7.5% interest, with a five year balloon and a nortgage
constant of .0887, was appropriate. An annual equity return of
10% was deenmed sufficient for the remaining 30% down paynent,
assum ng a hol ding period of seven years. Based on this formnula,
t he appr ai ser esti mated t he nor t gage portion of t he
capitalization rate to be .0621 and the equity portion to be
.0300, resulting in a capitalization rate by the band of
i nvestment technique of 9.25% rounded. The appraiser also
consulted the Korpacz Real Estate Investnent Summary and the Real
Estate Research Corporation Fourth Quarter 2003 Report,
concluding that retail properties were typically capitalized at
rates ranging from7.00% to 10.0% After incorporating the band
of investment technique rate of 9.25% and the above published
sources, the appraiser determined an overall capitalization rate
for the subject of 10% was appropriate. The apprai ser applied
this rate to the subject's net operating incone of $355,180 in
estimating a value for the subject by the incone approach of
$3, 550, 000.

Under the sal es conparison approach, the apprai sers exam ned four
conparable properties located in Qurnee, Fox Lake and \Waukegan,
[111inois. The conparables are situated on sites ranging from
309,750 to 801,940 square feet and are inproved with one-story
masonry nei ghborhood shopping centers that are conprised of one,
two or four buildings. The conparables have effective ages of 15
or 25 years, range in total building area from 82,230 to 126, 865
square feet and have land-to-building ratios of 2.72:1 to 6.32:1.
The conparabl es sold between July 2001 and May 2004 for prices
ranging from $2,425,000 to $5,428,222 or from $20.21 to $42.79
per square foot of building area. The appraisers adjusted the
conmparables for market conditions, size, land-to-building ratio
and effective age. The appraisers concluded that, based on the
subj ect's age and overall condition, a unit price for the subject
of $38.00 per square foot was justified. Based on this analysis,
the appraisers estimated a value for the subject by the sales
conpari son approach of $3,410, 000, rounded.

In reconciliation, the appraisers placed primary enphasis on the

i ncone approach, with support fromthe sal es conpari son approach
in estimating a final value for the subject of $3,550, 000.
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During the hearing, the appellant's attorney called Robert Ross,
who prepared an appraisal for the Lake County Board of Review in
support of the subject's assessnment, as an adverse W tness,
pursuant to Section 1910.90(j) of the Oficial Rules of the
Property Tax Appeal Board. The appellant's attorney questioned
Ross regarding his appraisal where he referred to the subject as
havi ng an exposed netal panel ceiling. The w tness responded
that the subject actually had a finished ceiling. The w tness
acknow edged he had used a calculator method from the Marshall
Val uation Service in his cost approach to value the subject as a
war ehouse di scount store, but that he should have classified the

subject as a discount store. At this point, the appellant
submtted into the record his Exhibit 2, which showed a base cost
from the calculator nethod pages of the Mrshall Valuation

Service for a "good" quality warehouse discount store of $45.58
per square foot of building area. An "average" quality warehouse
di scount store was indicated to have a base cost of $34.59 per
square foot of building area from the sane page and table. The
attorney then proceeded to point out a nunber of places in Ross's
apprai sal where he referred to the subject as being of average
quality. Ross acknow edged that while characterizing the subject
as being of average quality, he actually had used the base price
of $45.58 for a good quality structure in his cost approach

cal cul ati ons. The wi tness agreed he considered the subject to
have suffered 50% depreci ation; the sanme figure arrived at by the
appel lant's appraisers. The appellant also submtted a

conpari son of the good and average quality base costs from the
Marshal | Val uation Service cal cul ator cost pages as the basis for
calculating a depreciated replacenent cost for the subject. The
conpari son denonstrated that using the good quality grade base
cost of $45.58 per square foot, as used by Ross in his appraisal,
resulted in a depreciated value for the subject of $4,570, 000,
while using the average quality grade base cost of $34.59 per
square foot resulted in a depreciated value for the subject of
$4, 000, 000.

Moving to the inconme approach in Ross's appraisal, the
appellant's counsel called attention to where the appraisal
stated "W were not provided any |ease or tenant information."
Ross acknow edged this was an error and that he had included the

subject's rent roll in his report. Ross further acknow edged his
| ease conparables 4 and 5 were forner K-Mart stores that were
100% vacant. The appellant asked Ross if he was aware the

subject had fornmerly been a Venture property, that Venture went
bankrupt, that the subject was then | eased by K-Mart and that K-
Mart also went bankrupt; Ross agreed he was aware of these
bankr upt ci es.

The appellant's attorney then asked Ross if he was aware that two
of the conparables used in his sales conparison approach were
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100% vacant at the tinme of sale and that one conparable was 18%
vacant. Ross acknow edged the vacancies. Ross also admtted his
conparabl e sale 4 was a 1031 exchange. Under questioning by the
appellant's attorney, Ross explained that a 1031 exchange is
utilized when a prospective buyer has a limted time to purchase
real estate due to income tax inplications. The witness
acknow edged the notivations of buyers and sellers in 1031
exchanges "may have to be analyzed." Ross further admtted that
he i ncluded no anal ysis of the 1031 exchange invol vi ng conparabl e
sale 4 in his appraisal. Finally, the appellant asked Ross if he
was aware that his conparable sale 1 involved a total teardown of
the existing K-Mart building and erection of a new Wal-Mart
subsequent to the sale. Ross said he knew VWalmart "went in
there,” but didn't know whether any of the existing building was
used.

The appellant's counsel then called appraiser Gary Skish, co-
author of the appellant's appraisal report, to testify. Ski sh
testified that a nunber of conpanies that typically used "big
box" stores, those with 60,000 or nore square feet, have gone out
of business and that the demand for such buil dings has dropped.
These structures normally have |low frontage-to-depth ratios,
neani ng they tend to have smaller frontages than depths, or very
close to a one-to-one ratio. Skish opined such buildings are not
suitable for multi-tenant uses because they are so deep relative
to their wdths. This fact limts big box stores to a single
tenant use, for the nost part. Skish agreed that a nunber of
former users of big box stores have gone out of business, that
Burlington Coat Factory is one of the few conpanies interested in
| easing former big box stores and that "they wusually aren't
conpeting with anybody else for the spaces that they've taken."
Skish testified that Wal mart and Target stores have noved on from
their older big box stores of 10 years ago and have built new
super stores to enconpass grocery sales that are twice the size
of the ol der buil dings. This has left a glut of older stores,
such that demand for them in the rental market has decreased,
resulting in |ower rentals and nore vacanci es. Skish opined that
buildings like the subject are thus not investnent grade
properties anynore.

The appellant's counsel then directed Skish to a photograph in
the appraisal that depicts the interior of the subject building.
After consulting the photo, Skish testified the subject's ceiling
was exposed netal panel, rather than a finished ceiling as stated
by Ross. Skish then testified that the appellant, KRC - Kinto
Realty Corp. — acquired 88 former Venture stores in six or seven
states when Venture closed them The stores were bought on a
sal e-| easeback basis by KRC, which didn't last |long and "Venture
was upside down and out of business". KRC then placed K-Mart
"Big K' brand stores into sone of the fornmer Venture stores. K-
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Mart eventually shut down all the Big K stores and went into
bankruptcy twice. During the second bankruptcy, K-Mart rejected
the | ease on the subject property and vacated the building. Then
Burlington Coat Factory |eased the subject property. Ski sh
acknow edged the current |ease between KRC and Burlington
i ncludes a tenant cancellation cl ause.

Skish was then questioned by the appellant's attorney regarding

his cost approach. Ski sh agreed that the subject's land val ue
was $6.25 per square foot, the sane as determined in Ross's
appr ai sal . Regarding the subject's inprovenents, Ski sh

determined a replacenment cost new of $33.92 per square foot,

utilizing the Marshall Valuation Service Conputerized Cost

Estimate Program This is an alternative to the manual or

cal cul ator cost estimator nethod used by Ross. Skish agreed the
$33. 92 per square foot cost he used was substantially the sanme as
the $34.59 per square foot cost Ross should have used for a O ass
C property. Skish agreed that he found, |ike Ross, that 50%
total depreciation was appropriate for the subject inprovenents.

Ski sh acknowl edged the nain difference between his cost approach
and Ross's cost approach was this base cost, where Ross actually
used $45.58 per square foot for a good quality structure, rather

than an average quality building, for which $34.59 per square
foot woul d have been appropriate.

Regarding his sales conparison approach, Skish acknow edged he
used four conparable sales that ranged in price from $20.21 to
$42.79 per square foot. The witness testified he selected $38.00
per square foot as an appropriate basis to value the subject by
t he sal es conpari son approach at $3, 410, 000.

Skish was then directed to his inconme approach, on which he
relied nost heavily in his opinion of value for the subject.

Skish's rental conparables ranged from $6.00 to $8.00 per square
foot of building area. However, Skish used $5.50 per square foot

for the subject, based on the subject's actual |ease terns. He
testified regarding Burlington Coat Factory's cancellation
clause, with no penalty, which allows them to cancel the |ease
with one year's notice. Skish also pointed out that rent

paynments from Burlington to KRC did not comence until six nonths
after the rent comrencenent date, resulting in an effective
initial |ease termof just 54 nonths, or four and one-half years.

Skish opined these terns were very favorable to Burlington and
reflect "the lack of conpetitors vying for the |ease.” Ski sh
agreed this situation renoves the subject fromthe real mof a net

| ease investnent and that it is not investnent grade wthout a
| ong-term | ease. Skish was then questioned regarding his 20%
vacancy estimate for the subject. The witness testified vacancy
rate surveys that are comonly consulted are skewed by shopping
centers, which are frequently great retail properties with new
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| eases and don't reflect big box properties |like the subject that
are not investnent grade. Ski sh observed that investnent grade
| eases typically involve 10 or 15-year initial ternms. For these
reasons, Skish testified a higher than normal vacancy rate for
the subject is justified. He opined that, based on |ow denmand
for buildings the size of the subject, if Burlington were to
| eave, the subject inprovenents would likely be torn down and
then redevel oped into a multi-tenant shopping center.

The appellant's counsel then questioned Skish about Ross's
apprai sal. Skish acknow edged two of the rental conparabl es used
by Ross were vacant as of the effective date of Ross's appraisal.
Ski sh opi ned these vacanci es underscore the point that buildings
the size of the subject often sit enpty. Skish also agreed
several of the conparables wused in Ross's sales conparison
approach were also vacant at the tinme of sale, denonstrating that
they can be conpletely obsolete. Ski sh then addressed his own
choice of a capitalization rate of 10% as opposed to Ross's 9.5%
rate. Skish testified "the greater risk of a property's revenue
stream you know, not coming to fruition as it should would
increase the return expectancy on an investor because of its
risk." Skish was then directed to Ross's appraisal where the
latter utilized the Korpacz Real Estate |Investor Survey, nationa
net |ease market, third quarter, 2003. Skish testified this
source examnes the national net |ease market for investnent
grade properties of many types with nuch | onger | eases than the 4
% year | ease termof the subject property. Skish reiterated that
the conditions of the subject's |ease between KRC and Burli ngton
indicate it is not investnent grade because of its relatively
short term and cancellation clause with no penalty. Ski sh
testified he exam ned the Korpacz survey as well, but found the
Real Estate Research Corporation (RERC) survey nore useful
because it ranks properties in first, second and third tiers,
recogni zing sonme |esser quality properties, shorter |eases and
|l ess credit-worthy tenants. For these reasons, Skish opined the
subject would fall in the second or third tier of the RERC
survey, justifying his selection of a 10% capitalization rate
because of the subject's limted future use and unreliable incone
stream Finally, Skish testified his estimate of value for the
subj ect of $3,550,000, based primarily on the inconme approach,
woul d be the sane for the 2004 and 2005 assessnent years.

Under cross-exam nation, Lake County Assistant State's Attorney
Karen Fox first questioned Skish regarding his credentials.
Ski sh acknowl edged he has conpleted all work necessary to becone
a certified general appraiser in Illinois, but has not taken the
test yet. Fox then asked Skish if he had included any nmarket
data on big box stores to support his testinony that a | ower
val ue for the subject was justified because of the inpact of such
properties. Ski sh agreed he had not. Skish then acknow edged
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that KRC had purchased a nunber of big box stores, but that KRC
was a landlord for many fornmer K-Mart Big-K stores, which closed
when K-Mart went bankrupt. Fox then asked Skish if his actual
| ease rate of $5.50 per square foot for the subject included the
Car-X |l ease. Skish admtted he did not include the Car-X | ease.
Fox asked the witness if the Burlington Coat Factory |ease was
considered a long-term |l ease, to which he responded it was not,
but he agreed that KRC could rely on the Burlington incone stream
for at least 54 nonths. Regarding the cost approach in Skish's
appraisal, Fox asked the witness if the adjustnents made for
various factors in the report. Skish replied that when using the

Marshal |  Valuation Service conputer nethod, adjustnments are
automatically made in the software for |ocation, based on the
subject's zip code. Fox then questioned Skish regarding his

classification of the subject as a warehouse discount store in
the Marshall Valuation Service cost system Skish responded that
ordi nary discount stores have a higher level of interior finish,
such as suspended ceilings.

Fox then questioned Skish regarding his 20% vacancy rate in the
i ncone approach. Skish acknow edged he provided no specific data
in his appraisal to support the vacancy rate. The witness al so
acknow edged that his 10% capitalization rate was simlar to
Ross's rate of 9.5% Skish then agreed that his sal es conparison
approach conparable 4 was only partially occupied by an Ace
Har dwar e store.

Under redirect exam nation, the appellant's attorney asked Skish
to consult a photograph of the subject. Skish reiterated his
earlier testinmony regarding the difficulty of <classifying a
building like the subject as either purely a warehouse discount
store or just a discount store. He stated he still considered
the subject as a warehouse discount store. Skish also
acknowl edged he assisted another appraiser in conpiling the
appel l ant's appraisal, that he acconpani ed the other appraiser on
her inspection of the subject and that he assisted in review ng
conparables and in preparing the incone approach. Based on this
evidence and testinony, the appellant requested the subject's
total assessment be reduced to $1, 399, 498.

The board of review submtted its "Board of Review Notes on
Appeal " wherein the subject's total assessnent of $1,488, 467 was
di scl osed. The subject has an estinated mnarket value of
$4, 495,521, as reflected by its assessnent and Lake County's 2004
and 2005 three-year nedian | evel of assessnents of 33.11%

In support of the subject's assessnent, the board of review
submtted an appraisal of the subject with an effective date of
January 1, 2004. Appraiser Robert Ross, who is Assistant Chief
County Assessnment O ficer and Director of Appraisals for the Lake
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County Chief County Assessnent O fice, used all three approaches
in estimating a value for the subject of $4, 500, 000.

Under the cost approach, Ross first examned three land sales to
determ ne a value for the subject's land. The conparables were
| ocated in Volo and Vernon Hills, Lake County, Illinois, and
range in size from 129,809 to 311,367 square feet of |and area.
The conparables sold between April 2001 and May 2004 for prices
rangi ng from $1, 200,000 to $2, 321,950 or from $5.51 to $9.24 per
square foot. The appraiser adjusted the conparables for factors

such as location and physical characteristics. After
adjustnents, the land conparables had adjusted sales prices
ranging from $6.06 to $6.47 per square foot. Based on this

analysis, the appraiser estimated the subject's |land value at
$6. 25 per square foot, or $2,035,000 rounded.

In valuing the subject inprovenents, Ross consulted the Marshal

Val uati on Service cost guide. The apprai ser used a base square
foot cost of $45.58, then incorporating various nultipliers for
nunber of stories, story height, floor area, current costs and
| ocal area in determining a final square foot cost of $51.12 per
square foot. After applying this cost to the subject's 89, 692
square feet, the appraiser determ ned a base building cost of
$4, 584, 758. Ross then added $250,000 for site inprovenments and
indirect costs of 5% or $241,738, for such itens as devel oper

overhead, property taxes, l|egal and insurance costs and other
itenms, resulting in a replacenment cost new of $5,076, 496. He
concluded the subject had suffered 50% depreciation, or
$2, 538, 248, consi sting entirely of i ncur abl e physi ca

deterioration. Ross did not specify which nmethod of depreciation
calculation he utilized. After adding the subject's |and val ue
of $2,035,000 to the depreciated replacenent cost of $2,538, 248,
the apprai ser estinmated the subject's value by the cost approach
to be $4, 570, 000.

Under the income approach, upon which Ross placed nost enphasis
in his value conclusion, he examned five rental conparables
| ocated in Buffalo G ove, Lindenhurst, Fox Lake, Naperville and
Wheeling, Illinois. The conparables range in size from88,382 to
117, 367 square feet. Conmparables 1, 2 and 3 were described as
shoppi ng centers. Conparables 4 and 5 were described as vacated
former K-Mart stores that had asking rents of $7.00 and $9. 00 per
square foot, respectively. Based on these conparables, Ross
incorporated the Car-X portion (2,196 square feet) of the
subject's |lease at $15.79 per square foot, with the Burlington
Coat Factory portion (87,547 square feet) at $5.50 per square
foot in determining a contract rent of $5.75 per square foot.
Ross acknow edged the contract rent was slightly bel ow the range
of his rental conparables. The appraiser consulted the Chicago
Retail Market View for the Third Quarter of 2003, noting that the
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overal|l vacancy rate in the far north suburbs of the Chicago area
was 7.4% Ross determ ned an 8% vacancy rate was appropriate for
the subject, to which he added a 1% collection loss rate, for a
total vacancy and collection loss rate of 9% The apprai ser
concluded a managenent fee of 5% or $0.26 per square foot, was

appropriate for the subject. He consulted the Korpacz Real
Estate Investor Survey, third quarter 2003, finding reserves for
repl acenent ranged from $0.10 to $0.30 per square foot. From

this, Ross estimated a stabilized reserve for replacenent of
$0. 20 per square foot. He consulted the same source to determ ne
a capitalization rate, finding overall rates ranged from7.00%to
10.00% from which he derived a capitalization rate for the
subj ect of 9.50%

Ross's market rent for the subject of $5.75 per square foot,

applied to the subject's 89,692 square feet, resulted in a
potential gross inconme of $515,729. After subtracting the 9%
vacancy and collection loss rate, he calculated effective gross
income at $469, 313. He then subtracted $23,466 for nanagenent

fees and $17,928 for reserves for replacenment, resulting in net

operating incone of $427,909. Capitalized at 9.5% this net

incone yielded an estimted value for the subject by the incone
approach of $4, 500, 000.

Under the sales conparison approach, Ross examined five
conparables that were located in DuPage County, Lake County and
McHenry County. The conparables range in size from 40,253 to
115,791 square feet and sold between Decenber 2002 and Decenber
2004 for prices ranging from $1,325,000 to $6,900,000 or from
$32.92 to $59.59 per square foot. The apprai ser adjusted the
conparabl es for such factors as location, size, |and-to-building
ratio, tenant mx, age/condition and construction quality,
resulting in adjusted sales prices ranging from $47.79 to $53.63
per square foot. Conparable 1 is a forner K-Mart store that was
vacated and purchased by WAl mart and conpl etely renovated. The
remai ni ng conparables were retail centers or retail/comercial
bui | di ngs. Based on this analysis, the appraiser determned a
value for the subject by the sales conparison approach of $51.00
per square foot, or $4,570, 000.

In reconciliation, Ross placed nost weight on the incone
approach, acknow edging the subject's contract rent is below
market rent levels. He determ ned the sal es conparison approach
supported the incone approach, with less reliability from the
cost approach, due to the subjective nature of estinmating
depreciation. For these reasons, the appraiser estimated a final
val ue for the subject of $4,500, 000.

During the hearing, Lake County Assistant State's Attorney Karen
Fox called Ross to testify regarding his appraisal report. Ross

10 of 18



DOCKET NO.: 04-00372.001-C-1 and 05-00718.001-C-3

testified he has been an appraiser for 25 years and holds the
Senior Property Appraiser designation from the Anerican Society
of Appraisers. Ross was accepted as an expert apprai sal w tness.

Ross testified the subject is located near the Vernon Hlls
Shopping Center in a retail neighborhood and that at the tinme of
his inspection in February 2006, the shopping center was

approxi mately 100% occupi ed. He testified the subject's
nei ghborhood is "actually one of the major retail areas of Lake
County within 1 mle of the subject property. . ." Regarding the

subj ect i nprovenents, Ross opined the highest and best use of the
subj ect as inproved was for retail devel opnent.

Regarding his cost approach, Ross discussed his |and valuation
and the various factors he applied to the base building cost
Ross acknow edged sone errors in his report, including that the

subject is an average warehouse discount store, but that "It's
listed as good on the — the sheet that's been supplied. So it's
listed as good warehouse.” Ross testified the cost approach was

gi ven secondary enphasis and that the income approach received
primary enphasi s.

Regarding his inconme approach, Ross testified he exam ned five
rental properties that ranged from $6.00 to $9.00 per square
foot. He acknow edged another error in his report, in the incone
approach, where the report stated he was not provided any |ease

or tenant information. The witness testified that even though
the subject's contract rent of $5.75 per square foot was bel ow
the range of his rental conparables, he still considered the

subj ect an investnent grade property. Ross then referred to his
report where he cited CB Richard Ellis, which found that overal
vacancy rates in the third quarter of 2003 for the far north
suburban area was 7.4% Ross acknow edged the subject had
experienced difficulties, but that his allowance of 9% for
vacancy and collection loss for the subject was appropriate,
whi ch was 100% | eased on its assessnment date of January 1, 2004.
Ross then testified regarding his capitalization technique. He
consulted the Korpacz Investor Survey of the national net |ease
mar ket, which showed a range of capitalization rates from 7. 00%
to 10.00% wth an average of 8.33%to 9.00% The w tness stated
his 9.5%rate "is a very, very conservative rate of a property of
this type that is |eased below market terns." Ross further
testified his contract rent rate of $5.75 per square foot for the
subj ect properly accounted for the space used by Car-X

Regarding his sales conparison approach, Ross acknow edged his
conparable sale 1 was a vacant former K-Mart store, that his
conparable 2 was 85% occupied and that conparable 4 was a 1031
exchange transaction. Ross testified that this sale set the
upper limt of his conparables' range of values and that the
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mar ket value of the subject falls within his adjusted range of
$47.79 to $53.63 per square foot. Finally, Ross reiterated that
his final value estinmate for the subject of $4,500,000 was
appropriate, given the subject's below narket | ease rate of $5.75
per square foot and notw thstanding the problens sone big box
stores experience in staying continuously |eased.

Under cross-exam nation, the appellant's attorney questioned Ross
regardi ng the subject's $5.75 per square foot |ease rate as found

in the latter's appraisal report. Ross reiterated that the
subject's "contract rent levels are below the conparable rent
range, which is $6.00 to $9.00." The witness was asked if he

agreed that when a property is purchased for its inconme and cash
flow, an investor would be interested in the rent, the | ease term
and whether the tenant had the opportunity to get out of the
| ease; Ross acknowl edged this to be true. Ross also agreed that
an investor would be interested in option terms, including the
option to renew the lease, or to get out of the |lease with no
penal ty.

The appellant's attorney then questioned Ross about the rent
rates of the conparables which Ross used in his appraisal. Ross
acknow edged his first three conparables were shopping centers
with multiple tenants and not big box stores. Ross responded
that he also used two big box conparables. The attorney then
asked if both of Ross's big box conparables were 100% vacant, to
whi ch Ross agreed. The attorney asked the witness if he had done
any studies conparing the vacancy rate of big box stores as
opposed to shopping centers. Ross could not recall if he had
done any recent analysis conparing vacancy rates of big box
stores versus shoppi ng centers.

Under redirect exam nation of the wi tness, Fox asked Ross if the
appel l ant's apprai sal used any of the sane rental conparables as
Ross had used. The w tness responded that Skish had used three
conparables in his incone approach that were the sane properties
as Ross's conparables 1, 2 and 3. Fox further asked Ross if he
conbi ned the Burlington Coat Factory rent of $5.50 per square
foot with the Car-X rent of $15.79 in arriving at a conbi ned rent
| evel for the subject of $5.75 per square foot, to which Ross
agr eed.

In his closing summary, the appellant's attorney argued Ross's
appraisal was |less «credible because of the discrepancies
regardi ng the cost approach, where Ross used the base cost for a
good quality building, while characterizing the subject as
average quality in several instances in his report. The attorney
al so pointed out that Ross erred in characterizing the subject as
having a finished ceiling, and that his inconme approach was
incorrect where it stated Ross had not been given rent and
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expense dat a. Finally, the appellant' attorney argued the
appel l ant's appraisal was correct in using a 20% vacancy rate in
the income approach because the subject had endured several
bankruptcies and that Burlington Coat Factory could vacate the
| ease upon one year's notice, with no penalty.

In the board of reviews closing summary, Assistant State's
Attorney Fox argued the appellant's appraiser failed to supply
mar ket data to support his testinony that big box stores have
hi gher vacancy rates. Fox also argued that Ross used a nore
appropriate contract rent for the subject of $5.75 per square
foot by including the Car-X | ease.

After hearing the testinony and considering the evidence, the
Property Tax Appeal Board finds that it has jurisdiction over the

parties and the subject matter of this appeal. The Board further
finds a reduction in the subject property's assessnent is
war r ant ed. The appellant argued the subject's nmarket value is
not accurately reflected in its assessnent. Wen nmarket value is
the basis of the appeal, the value nust be proved by a
preponderance of the evidence. Wnnebago County Board of Review
V. Property Tax Appeal Board, 313 1IIl.App.3d 179, 183, 728

N. E. 2" 1256 (2d Dist. 2000). The Board finds the appellant has
overcone this burden.

The Board finds both parties submtted appraisals which utilized
all three approaches to value and that both appraisers were
present at the hearing to provide testinony and be cross-exam ned
regarding their respective reports. Regarding the cost approach,
specifically the subject's site value, the Board finds both
apprai sers estimated the subject site had a value of $6.25 per
square foot, or $2,035,000 rounded. In estimating a value for
the subject inprovenents, both appraisers also estimated the
subj ect suffered 50%total depreciation. However, Skish used the
Marshal | and Swift Conputerized Cost Estimate Program based on
his determnation that the subject building was a Cass C
Di scount Warehouse Store building, with a base cost of $33.92 per
square foot while Ross used the Mrshall & Swift Calculator
met hod, with a base square foot cost of $45.58 per square foot,
which he clainmed was appropriate for a discount store, rather
than a warehouse di scount store.

During cross-examnation by the appellant's attorney, Ross
acknow edged that he referred to the subject as an average
quality structure nunerous tinmes in his appraisal, and yet, the
appel lant's attorney denonstrated with his Exhibit 2, a photocopy
of a page from the Marshall and Swift Calculator Method, that a
$45. 58 per square foot base cost is actually for a "good" quality
war ehouse di scount store. Ross's apprai sal appears to have used
a good quality base cost of $45.58 per square foot for a
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war ehouse di scount store, rather than an average quality base
cost, which was denonstrated fromthe appellant's Exhibit 2 to be
$34.59 per square foot, simlar to the conputerized cost of
$33. 92 per square foot used by Skish. Ross described the subject
as an average quality building in the text of his appraisal, but
used a base cost for a good quality building in his calculation
of the subject's replacenent cost. Thus, the square foot base
cost was not appropriate where Ross acknow edged the subject was
of only average quality.

Furthernore, the Board finds Ross also testified the subject has
a suspended ceiling, but photographs of the subject submtted by
the appellant indicated the subject has an exposed netal ceiling,
which is nore appropriate to an average quality building,
according to Skish's testinony. In this regard, the appellant's
attorney denonstrated from the aforenentioned Exhibit 2 that the
base cost for an average quality warehouse discount store
building is $34.59 per square foot, simlar to the Marshall and
Swi ft Conputerized Cost Estimate Program base cost of $33.92 per
square foot that was used by Skish

Additionally, the Board finds Ross's testinobny regarding the
subject's ceiling conflicts wth photographs of the subject
submtted by the appellant. Because of these factors, the Board
gave |l ess weight to Ross's cost approach.

Regardi ng the inconme approach, which received prinmary enphasis by
both parties’ appr ai sers, the Board finds the principal
differences in the parties' appraisals involved the vacancy rates
and capitalization rates. Ski sh determ ned that a vacancy rate
of 20% was appropriate to reflect the subject's troubled history
i nvol ving bankruptcies by Venture and K-Mart, and the difficulty

of leasing forner big box stores. While Skish submitted no
mar ket data to denonstrate such a vacancy rate, he testified many
big box stores were difficult to rent or sell, due to their

frontage-to-depth ratios which make them awkward to subdi vi de for
mul ti pl e-tenant use. Skish testified vacancy rate surveys that
are commonly consulted are skewed by shopping centers, which are
frequently great retail properties with new |eases and don't
reflect big box properties |like the subject that are not
i nvest ment grade. Ross used a vacancy and coll ection rate of 9%
relying on a study of vacancies for all retail properties in the
far north suburbs of the Chicago area for the fourth quarter of
2003. Skish testified long term |leases of 10 or 15 years were
typical for investnment grade properties. Skish further testified
that the subject's 54-nonth |lease with its option for the tenant
to vacate the l|lease with no penalty was also atypical of
i nvest nent grade properties.
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Under questioning by the appellant's attorney, Ross acknow edged
his vacancy rate was based on all retail properties, and did not
specifically address big box stores. Ross al so acknow edged he
had done no recent study of big box vacancy rates. Ross further
agreed his rental conparables 4 and 5 were vacant fornmer K-Mart

st ores. The Board notes Ross's appraisal indicates these
conpar abl es had asking rents of $7.00 and $9.00 per square foot,
rather than actual contract rents. Since both these former K-

Mart properties were not rented at the asking rents, the Board
finds they do not reflect the rental market as well as actual
rents for buildings that are |[eased. This factor further
supports the subject's actual rent. The Board further notes Ross
acknow edged the subject's conbined lease rate including the
Burlington Coat Factory and Car-X | eases of $5.75 per square foot
falls below the range of his own rental conparabl es, which ranged
from $6.00 to $9.00 per square foot. Nevert hel ess, Ross still
mai ntained in his testinony that the subject was an investnent
grade property. The Board finds it curious that the subject was
rented at a rate bel ow the range of Ross's own conparables, if it

is indeed an investnment grade property. The Board notes both
appraisers also wused several of the sane shopping center
properties as rental conparabl es. The Board finds neither

apprai ser used rental rates of any forner big box stores as
conpar abl es.

Regarding the capitalization rates used by both appraisers, the
Board finds Ross used a 9.25% rate, while Skish used 10.0%
Ross's rate was partially based on the Korpacz Real Estate
I nvestor Survey. Skish testified this source examnes the
nati onal net | ease market for investnent grade properties of nmany
types with nmuch | onger | eases than the 54 nonth | ease term of the
subj ect property. Skish found the Real Estate Research
Cor poration (RERC) survey nore useful because it ranks properties
in first, second and third tiers, recognizing sone |esser quality
properties, with shorter leases and less credit-worthy tenants.
The Board finds the RERC survey's inclusion of tiers to rank
properties according to their attractiveness to investors is nore
reliable in determining a capitalization rate in this particular
si tuati on. Therefore, the Board finds Skish's rate of 10% was
better support ed.

In sunmary of the incone approach analysis, the Board finds that
Skish's rental conparables |eased from $6.00 to $8. 00 per square
foot. Ross's rental conparables |leased from $6.00 to $9.00 per
square foot, but the upper limt of his range was established by
an asking rent for a vacant building. The Board finds that while
Ski sh used a rental rate for the subject of $5.50 per square foot
and Ross used $5.75 per square foot, incorporating the Car-X
portion of the |ease, the subject nevertheless is still rented
bel ow all of the rental conparables in the record, indicating it
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is less attractive to investors. Nei t her appraiser used renta
rates for big box stores as conparabl es, suggesting that |eases
of big box stores may be difficult to find. The subject's |ease
is for only 54 nonths and includes an option for Burlington to
vacate the |l ease with no penalty. The Board finds these factors
suggest the subject is not a typical investnent grade property
and that Skish's income approach is better supported.

Regardi ng the sales conparison approach, the Board finds Ross's
apprai sal included two conparables that were 100% vacant at the
time of sale and one conparable that was 18% vacant. Ross al so
included a 1031 exchange transaction as his conparable 4, which
he acknow edged is wutilized when a prospective buyer has a
limted tinme to purchase real estate due to tax inplications on
the property. Ross admtted he provided no analysis of the
notivations of buyers and sellers in 1031 exchanges. The Board
al so notes Ross's conparable sale 1, a forner K-Mart store, was
torn down subsequent to the sale and a new super Wal mart erected
in its place. These factors suggest big box stores |ike the
subject have limted utility. For these reasons, the Board gave
less weight to Ross's estinmate of value for the subject by the
sal es conpari son approach

In conclusion, the Board finds that Skish's appraisal and
testinony were not found to contain errors and, on bal ance, were

nore credible than Ross's appraisal and testinony. Ross
acknow edged several errors in his report and gave conflicting
testinony, thereby weakening his credibility. Based on the

foregoing analysis, the Board finds the subject had a nmarket
value for 2004 and 2005 of $3,550, 000. Therefore, the Board
finds the appellant has proven overvaluation by a preponderance
of the evidence and the subject's assessnment is incorrect and a
reduction is warranted. Since nmarket val ue has been established,
the three-year nedian |evel of assessnents for Lake County of
33.11% for 2004 and 33.11% for 2005 shall apply.
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This is a final admnistrative decision of the Property Tax Appeal
Board which is subject to reviewin the CGrcuit Court or Appellate
Court under the provisions of the Adm nistrative Review Law (735

I LCS 5/3-101 et seq.) and section 16-195 of the Property Tax Code.
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DI SSENTI NG

CERTI FI CATI ON

As Clerk of the Illinois Property Tax Appeal Board and the keeper of
the Records thereof, | do hereby certify that the foregoing is a
true, full and conplete Final Admnistrative Decision of the

[Ilinois Property Tax Appeal Board issued this date in the above
entitled appeal, now of record in this said office.

Date: January 25, 2008

D ot

Clerk of the Property Tax Appeal Board

| MPORTANT NOTI CE

Section 16-185 of the Property Tax Code provides in part:
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"If the Property Tax Appeal Board renders a decision |owering the
assessnent of a particular parcel after the deadline for filing
complaints with the Board of Review or after adjournnment of the
session of the Board of Review at which assessnents for the
subsequent year are being considered, the taxpayer may, within 30
days after the date of witten notice of the Property Tax Appeal
Board’' s deci sion, appeal the assessment for the subsequent year
directly to the Property Tax Appeal Board."

In order to conply with the above provision, YOU MJST FILE A
PETI TION AND EVI DENCE W TH THE PROPERTY TAX APPEAL BOARD W THI N
30 DAYS OF THE DATE OF THE ENCLOSED DECI SION I N ORDER TO APPEAL
THE ASSESSMENT OF THE PROPERTY FOR THE SUBSEQUENT YEAR.

Based upon the issuance of a |owered assessnent by the Property
Tax Appeal Board, the refund of paid property taxes is the
responsibility of vyour County Treasurer. Please contact that
office with any questions you may have regarding the refund of
pai d property taxes.
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